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Board  of  Supervisors 

City  and  County  of  San  Francisco 

City  Hall,  Room  244 

1 Dr.  Carlton  B.  Goodlett  Place 

San  Francisco,  CA  94102 

President  and  Members: 

The  Office  of  the  Controller  presents  its  report  concerning  the  review  of  franchise  fee 
payments  Pacific  Gas  and  Electric  Company  (PG&E)  made  to  the  City  and  County  of  San 
Francisco  (City)  to  use  its  streets  to  transmit,  distribute,  and  supply  electricity  and  gas 
within  the  City.  PG&E  is  required  to  report  its  gross  receipts  and  pay  each  year  a total  of 
one-half  percent  of  its  gross  receipts  on  the  sales  of  electricity  and  one  percent  of  its  gross 
receipts  on  the  sales  of  gas.  In  addition,  PG&E  collected  electricity  and  gas  surcharge  fees 
pursuant  to  requirements  in  the  California  Public  Utilities  Code,  and  remitted  those 
amounts  to  the  City  when  PG&E  paid  its  franchise  fees. 

Reporting  Period:  January  1,  2001,  Through  December  31,  2002 

Fees  Paid:  Franchise  Fees  $9,884,859 

Surcharge  Fees  1.849.154 
Total  $11,734,013 

Results: 


PG&E  correctly  calculated  and  paid  its  franchise  fees  to  the  City  on  a timely  basis.  PG&E 
also  correctly  collected  and  remitted  electricity  and  gas  franchise  surcharge  fees  to  the 
City. 


Respectfully  submitted, 


Ed  Harrinsjon 
Controller 
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INTRODUCTION 


BACKGROUND 

In  1939,  the  City  and  County  of  San  Francisco  (City)  granted 
Pacific  Gas  and  Electric  Company  (PG&E)  and  its  successors 
two  franchises  to  use  City  streets  to  transmit,  distribute,  and 
supply  electricity  and  gas.  In  consideration  for  the  two  franchises, 
PG&E  agreed  to  pay  the  City  annually  a percentage  of  its  gross 
receipts  from  the  sales  of  electricity  and  gas  in  the  City. 

The  electricity  and  gas  franchise  ordinances  require  PG&E  to  remit 
to  the  City,  by  April  1 5 of  each  year,  a total  of  one-half  percent  of 
PG&E’s  gross  receipts  on  the  sales  of  electricity  and  one  percent 
of  PG&E’s  gross  receipts  on  the  sales  of  gas.  In  reporting  the  gross 
receipts  subject  to  the  City’s  franchise  fees,  PG&E  deducts  from 
its  total  revenues  such  amounts  as  uncollectible  accounts  and 
interdepartmental  sales,  including  costs  of  supplying  electricity  and 
gas  to  buildings  and  other  properties  owned  within  San  Francisco 
by  PG&E. 

In  addition,  PG&E  collects  electricity  and  gas  surcharge  fees 
pursuant  to  requirements  in  the  California  Public  Utilities  Code, 
and  remits  those  amounts  to  the  City  when  it  pays  its  franchise 
fees.  PG&E  collects  the  surcharge  fee,  which  is  a municipal 
surcharge  for  the  use  of  public  lands,  from  customers  who 
purchase  electricity  and  gas  from  a third  party.  The  surcharge  fee  is 
to  replace,  but  not  to  increase,  franchise  fees  that  would  have  been 
collected  if  not  for  changes  in  the  regulatory  environment  such  as 
the  unbundling  of  the  gas  industry.  PG&E  started  collecting  and 
remitting  surcharge  fees  for  gas  in  1994  and  for  electricity  in  1998. 

PG&E  includes  the  electricity  sales  it  makes  to  the  City’s  Hetch 
Hetchy  Water  and  Power  (Hetch  Hetchy)  as  part  of  PG&E’s  gross 
receipts  from  the  sales  of  electricity  reported  to  the  City.  PG&E 
has  an  agreement  with  Hetch  Hetchy  to  transmit  electricity 
generated  by  Hetch  Hetchy  inside  and  outside  the  City,  distribute 
that  electricity  within  the  City,  and  sell  supplemental  power  to  the 
City.  PG&E  bills  Hetch  Hetchy  for  the  electricity  sales,  as  well  as 
for  transmission  and  distribution  charges,  supplemental  power 
charges,  demand  charges,  and  other  special  charges. 
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SCOPE  AND  METHODOLOGY 


The  purpose  of  this  audit  was  to  determine  whether  PG&E 
correctly  reported  its  gross  receipts  and  paid  the  City  the  correct 
franchise  fees  and  surcharge  fees  under  the  terms  of  the  electricity 
and  gas  franchise  ordinances  for  the  period  from  January  1,  2001, 
through  December  31,  2002.  To  conduct  the  audit,  we  reviewed 
the  applicable  provisions  of  the  franchise  ordinances.  We 
interviewed  staff  from  PG&E  and  Hetch  Hetchy. 

To  determine  whether  PG&E  correctly  reported  its  annual  gross 
receipts,  we  compared  the  amounts  PG&E  reported  to  the  City  to 
the  amounts  PG&E  recorded  in  its  monthly  summary  reports  and 
monthly  detailed  reports.  We  examined,  on  a test  basis,  the 
accuracy  of  PG&E’ s customer  billings  by  recomputing  the 
amounts  billed  using  the  rate  schedules  approved  by  the  California 
Public  Utilities  Commission.  We  tested  the  reasonableness  of 
electricity  and  gas  surcharge  fees  collected  by  PG&E.  We  also 
tested,  on  a sample  basis,  the  reasonableness  of  some  of  PG&E’ s 
deductions  from  total  receipts,  including  uncollectible  accounts. 
We  limited  our  review  of  the  Hetch  Hetchy  revenues  to  tracing  the 
amounts  reported  by  PG&E  to  its  monthly  summary  reports.  We 
did  not  test  the  accuracy  of  the  detailed  Hetch  Hetchy  billings 
because  Hetch  Hetchy’ s staff  is  responsible  for  reviewing  the 
billings  to  ensure  they  are  accurate  before  paying  PG&E. 
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AUDIT  RESULTS 


PACIFIC  GAS  AND  ELECTRIC  COMPANY 
CORRECTLY  REPORTED  ITS  GROSS 
RECEIPTS  AND  PAID  ITS  FRANCHISE  FEES 
ON  A TIMELY  BASIS 

From  January  1,  2001,  through  December  31,  2002,  Pacific 
Gas  and  Electric  Company  correctly  reported 
$1,563,152,590  in  electricity  and  gas  sales  within  the  City, 
and  correctly  paid  $9,884,859  in  franchise  fees  on  a timely  basis. 
The  table  below  shows  the  electricity  and  gas  gross  receipts  and 
franchise  fees,  that  PG&E  paid  to  the  City  for  2001  and  2002. 
PG&E  also  correctly  collected  and  remitted  to  the  City  electricity 
and  gas  surcharge  fees  of  $1,849,154  for  the  period  under  review. 


TABLE 


Reported  Gross  Receipts  and  Franchise  Fees  and  Surcharge  Fees  Paid 
January  1,  2001,  Through  December  31,  2002 


Gross 

Receipts 

Franchise  Fees 
(Note  1) 

Surcharge  Fees 
(Note  2) 

January  1 , through  December  31 , 2001 
Electricity 
Gas 

$557,190,911 

257,528,550 

$2,785,955 

2,575,285 

$145,616 

1,211,668 

Sub-total  for  2001 

814,719,461 

5,361,240 

1,357,284 

January  1,  through  December  31, 2002 
Electricity 
Gas 

592,142,403 

156,290,726 

2,960,712 

1,562,907 

153,536 

338,334 

Sub-total  for  2002 

748,433,129 

4,523,619 

491,870 

Total 

$1,563,152,590 

$9,884,859 

$1,849,154 

Note  1 . Franchise  fee  rates  are  one-half  percent  of  electricity  receipts  and  one  percent  of  gas  receipts. 

Note  2.  PG&E  billed  and  collected  electricity  and  gas  franchise  surcharge  fees  based  on  the  formula  specified 
in  state  law  from  its  customers  who  purchased  electricity  and  gas  from  a third  party. 
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PG&E  Correctly  Billed  Its  Customers 


To  assess  the  reasonableness  of  PG&E’ s reported  gross  receipts, 
and  the  resulting  franchise  fees,  we  examined  a randomly  selected 
sample  of  customer  bills  prepared  by  PG&E  for  the  two-year  audit 
period.  We  tested  electricity  and  gas  bills  in  one  month  for  each 
year  in  the  audit  period  to  determine  whether  PG&E  correctly 
billed  its  customers  for  the  services  provided  and  whether  PG&E 
paid  the  City  the  appropriate  franchise  fees.  We  recomputed 
customer  bills  using  rates  approved  by  the  California  Public 
Utilities  Commission.  We  tested  30  electricity  bills  totaling 
$1,451,712  and  30  gas  bills  totaling  $309,460  for  the  year  2001.  In 
addition,  we  tested  30  electricity  bills  totaling  $552,298  and  30  gas 
bills  totaling  $12,885  for  the  year  2002.  Based  on  our  tests,  we 
found  that  PG&E  correctly  billed  its  customers  and  paid  the  City 
the  appropriate  franchise  fees.  The  Appendix  presents  a summary 
of  the  types  of  customer  bills  we  tested,  the  number  of  bills  tested, 
and  the  total  amounts  we  recomputed. 


PG&E  Correctly  Deducted 
Uncollectible  Accounts 

PG&E  deducted  $2,217,885  as  uncollectible  amounts  from  its 
gross  receipts  subject  to  the  franchise  fees  for  the  two  years  under 
audit.  To  assess  the  reasonableness  of  these  deductions,  we 
analyzed  PG&E’s  audited  financial  statements  for  the  years  2001 
and  2002  to  determine  the  ratio  of  uncollectible  accounts  to  the 
total  audited  electric  and  gas  revenues  for  PG&E’s  system  as  a 
whole.  We  found  that  the  uncollectible  accounts  increased  from 
.85  percent  in  2001  to  .90  percent  in  2002.  For  San  Francisco 
customers,  we  found  that  PG&E’s  reported  ratio  of  uncollectible 
accounts  to  the  total  electric  and  gas  revenues  increased  from  . 1 1 
percent  in  2001  to  .18  percent  in  2002.  The  increase  in  the 
percentage  of  uncollectible  accounts  to  total  revenues  in  2002  was 
the  net  effect  of  a decrease  in  total  electric  and  gas  revenues  and  an 
increase  in  uncollectible  accounts  as  compared  to  2001.  According 
to  PG&E,  the  decrease  in  revenue  was  due  to  the  decrease  in  gas 
prices  in  2002.  Based  on  our  analysis,  the  ratio  of  uncollectible 
accounts  for  San  Francisco  customers  appears  to  be  reasonable.  In 
addition,  we  traced  uncollectible  amounts  to  PG&E’s  monthly 
reports  of  uncollectible  accounts.  We  examined  twelve  accounts 
identified  as  uncollectible  in  two  months  of  the  audit  period.  We 
traced  the  uncollectible  amounts  to  the  records  of  closed  accounts 
and  determined  that  those  accounts  were  for  businesses  in  the  City. 
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Based  on  our  tests,  it  appears  that  PG&E  correctly  deducted 
reasonable  uncollectible  amounts  from  its  gross  receipts. 


We  conducted  this  review  according  to  the  standards  established 
by  the  Institute  of  Internal  Auditors.  We  limited  our  review  to 
those  areas  specified  in  the  audit  scope  section  of  this  report. 


Staff:  Ben  Carlick,  Audit  Manager 
Leon  Valle,  Jr. 


5 


APPENDIX 


Table  1 

Pacific  Gas  and  Electric  Company 
Summary  of  Electricity  Billing  Review  by  Type  of  Customer 
July  2001  and  September  2002 


July  2001 

September  2002 

Rate 

Total  Bills 

Total 

Total  Bills 

Total 

Schedule  Rate  Description 

Tested 

Amount 

Tested 

Amount 

E-1 

Residential  Service 

4 

$159 

2 

$42 

E-7 

Residential  Time-of-Use  Service 

1 

70 

1 

96 

E-8 

Residential  Seasonal  Service  Option 

0 

0 

1 

152 

EL-1 

Residential  CARE  Program  Service 

1 

17 

1 

16 

EM 

Master-Metered  Multifamily  Service 

1 

231 

1 

37 

ES 

Multifamily  Service 

0 

0 

1 

1,027 

A-1 

Small  General  Service 

3 

417 

2 

322 

A-6 

Small  General  Time-of-Use  Service 

1 

1,011 

5 

3,782 

A-10 

Medium  General  Demand-Metered 
Service 

5 

5,414 

4 

15,070 

E-1 9 

Medium  General  Demand-Metered 
Time-of-Use  Service 

5 

91,465 

8 

160,548 

E-20 

Service  to  Customers  with  Maximum 
Demands  of  1 .000KWH  or  More 

9 

1,352,928 

4 

371,206 

Total 

30 

$1,451,712 

30 

$552,298 

Table  2 

Pacific  Gas  and  Electric  Company 

Summary  of  Gas  Billing  Review  by  Type  of  Customer 

July  2001  and  September  2002 

July  2001 

September  2002 

Rate 

Total  Bills 

Total 

Total  Bills 

Total 

Schedule 

Rate  Description 

Tested 

Amount 

Tested 

Amount 

G-1 

Residential  Service 

11 

$210 

9 

$152 

GL-1 

Residential  CARE  Program  Service 

2 

19 

1 

28 

GML 

Master-Metered  Multifamily  CARE 
Program  Service 

0 

0 

1 

237 

GM 

Master-Metered  Multifamily  Service 

6 

524 

7 

952 

G-NR1 

Gas  Service  to  Small  Commercial 
Customers 

7 

1,381 

11 

1,259 

G-NR2 

Gas  Service  to  Large  Commercial 
Customers 

2 

35,982 

1 

10,257 

G-EG 

Gas  Transportation  Service  to  Electric 
Generation 

1 

269,193 

0 

0 

G-NT 

Gas  Transportation  Service  to  Noncore 
End-User  Customers 

1 

2,151 

0 

0 

Total 

30 

$309,460 

30 

$12,885 
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PACIFIC  GAS  AND  ELECTRIC  COMPANY 
RESPONSE  TO  THE  AUDIT: 


ml  Pacific  Gas  and 
Electric  Company 


11  Beals  Street 
P.0.  Box  778000 
Ssn  Francisco,  CA  94177 


4i5.973.7000 


April  5,  2004 


Ben  CarliGk,  Audit  Manager 

Office  of  the  Controller  Audits  Division 

City  and  County  of  San  Francisco 

City  Hall,  Room  388 

One  Dr.  Carlton  B.  Goodlett  Place 

San  Francisco,  CA  94102-4694 

Re:  Audit  of  PG&E’s  Franchise  Payments  for  2001  and  2002 
Dear  Mr.  Carlick: 

Thank  you  for  providing  PG&E  with  an  opportunity  to  comment  on  your  draft 
report  on  the  review  of  PG&E’s  franchise  payments  for  2001  and  2002.  We  have 
reviewed  the  report  and  have  not  identified  any  errors  or  omissions.  We  are 
pleased  to  see  that  you  have  concluded  that  PG&E  has  correctly  reported  and 
remitted  its  franchise  fees  and  franchise  fee  surcharges. 


Micnaei  i-ortunato 

Manager,  Revenue  and  Statistics 

Customer  Service  and  Revenue  Department - Billing  and  Revenue  Operations 


Sincerely, 


MAF:rl 


7 


cc:  Mayor 

Board  of  Supervisors 
Civil  Grand  Jury 
Budget  Analyst 
Public  Library 
KPMG  LLP 


